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Summary of L egislation: (Amended) This bill makes the following provisions:

I. Health Insurance for Legidlators: It allows members of the General Assembly to participate in:

. the self-insurance plan established by the state police department;
. any self-insurance plans established by the state; or
. aprepaid health care delivery plan established by the state.

It providesthat aformer member of the General Assembly who meetsthecriteriafor participationinagroup
health insurance program provided to retired state employees or retired legislators may elect to participate
in: (1) those group health insurance program; or (2) the self-insurance plan established by the State Police
Department.

I'1. Common Construction Wage: Thishill requiresthe committeethat determinesthe common construction
wage to determine a classification and skill level of labor to be employed on the project. It requires the
committee to make wage determinations based on information presented at a public meeting and redefines
the common construction wage.

Thebill also providesthat the common construction wage law does not apply to a new construction project
that costs less than $150,000 or a maintenance, remodel, or repair project that costs less than $100,000.

[11. Financial Institutions Tax: This bill treats resident financial institutions the same as nonresident
financial institutionsfor purposes of the Financial Institutions Tax by providing that thetax isimposed upon
the apportioned I ndianaincome of financial institutions. (Current law imposesthe Financial I nstitutions Tax
on the adjusted gross income of resident financial institutions.)
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V. Insurance Premium Tax: Thishill phasesin areduced premiumstax rateto 1.75% and providesacredit
against the Supplemental Net Income Tax (SNIT) based on retaliatory taxes paid.

V. Worker's Compensation: This bill increases the compensation benefits per degree of permanent partial
impairment for worker'scompensation through 2002. It al so providesincreasesin theworker'scompensation
average weekly wage through 2001 and makes other changes concerning workers' compensation.

VI. Unemployment Compensation: This bill changes the base period for computation of unemployment
benefits to the last four completed calendar quarters. (Current law provides that the base period for
computation of unemployment benefits is the first four of the last five calendar quarters.) It phasesin an
increase to the earnings base used to compute unemployment compensation as follows:

. amaximum of $7,200 in a calendar quarter beginning on and after July 1, 2000;
. amaximum of $8,600 in a calendar quarter beginning on and after July 1, 2001; and
. amaximum of $10,000 in a calendar quarter beginning on and after July 1, 2002.

(Current law providesthat the earnings base used to compute unemployment compensation may not exceed
$5,800.)

The bill also provides that the maximum total amount of unemployment compensation benefits payable to
an individual during any benefit period may not exceed 26 times the individual's weekly benefit, or 32% of
the individual's wage credits with respect to the individual's base period, whichever is less. (Current law
provides that the maximum total amount of unemployment compensation benefits payable to an individual
during any benefit period may not exceed 26 timestheindividual'sweekly benefit, or 28% of theindividual's
wage creditswith respect to the individual's base period, whichever isless.) It decreases the minimum wage
credit necessary to qualify for unemployment compensation to $2,000 in the base period, and requires the
total wage credits in the base period to equal at least 1.25 times the wages paid in the highest quarter.
(Current law requires $2,750 in the base period with $1,650 in the last two quarters of the base period, and
requires the total wage credits in the base period to equal or exceed 1.25 times the wages in the highest
quarter.)

Inaddition, thebill allowsthe Worker's Compensation Board to perform an assessment at arate not to exceed
3% and allows the Board to perform an assessment whenever necessary to ensure the continuation of
compensation to fund beneficiaries. Increases the award period from 150 to 156 weeks.

VII. Mutual Insurance Holding Companies. This bill authorizes a mutual insurance company (MIC) to
reorganize as a mutual insurance holding company (MIHC) with one or more subsidiaries. It establishes
principles for the protection of the surplus of an MIHC for the exclusive benefit of its members and
authorizestheformation of stock insurance company subsidiariesand intermediate stock holding companies
as subsidiaries of an MIHC.

Thebill also establishes requirementsthat any plan of reorganization or initial plan to issue stock must meet,
including requirements that the plan be filed before July 1, 2001, that public hearings be held, and that the
members of an MIC vote in favor of the plan after notice. It establishes certain requirements applying to
mutual insurance holding companies, including the requirement to file annual reports with the insurance
commissioner. An MIHC and its subsidiaries and affiliates would further be prohibited from taking certain
actions, including the payment of special compensation to an officer or director for services associated with
astock offering.
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Effective Date: January 1, 1999 (retroactive); July 1, 1999; January 1, 2000.

Explanation of StateExpenditures: (Revised) |. Health Insurancefor Legislators: Thishill providesthat
current and former members of the General Assembly that meet certain requirements may choose to obtain
health insurance coverage under the self-insurance plan established by the State Police Department or the
State Personnel Department or through a prepaid health care delivery plan. At thistime, there are 86 current
members of the House and 34 current members of the Senate participating in the state employee health
benefit plans. (The number of retired |egislators participating in the state employee plansis not determined
at thistime.) For legislators who would choose to switch from a state employee indemnity insurance plan
to the State Police health plan, the additional cost to the state currently is $40.56 per year per employee. [If
the opportunity to participate in the State Police health insurance plan provided sufficient incentive for a
current legislator who is not currently on the state employee health plans to, now, participate in the State
Police plan, the cost to the state would be $2,216 (single plan) to $5,495 (family plan) per legislator.)

Ultimately, the additional cost to the state will depend upon how many current legislators would choose to
participate in the State Police health plan. (Retired employees are currently required to pay the entire cost
of their health insurance premium, so there would be no direct impact on state costs.)

1. Common Construction Wage: This bill redefines the common construction wage and makes the
following changes to the current wage determination process:

. A committeewould bereguired to determine ascal e of wagesbased on two skill levels(skilled labor
and apprentice labor) for each classification of labor to be performed. Current law requires three
classes (skilled, semiskilled, and unskilled | abor) to be considered instead of thetwo level sproposed
in thisbill. The bill also includes a definition of “apprentice”.

. Current wages established through collective bargaining agreementsin the county and survey data
from the US Department of Labor would be specifically included as required evidencein the wage
determination process.

. If acommon construction wage committeeisrequired, the committee must meet weekly at aregular
time and public place to conduct its business.

. The scale of wages determined must include reasonable costs for training and basic health and
pension benefits.

. The common construction wage law would not apply to hew construction projects costing lessthan
$150,000 and to mai ntenance, remodeling, or repair projects costing lessthan $100,000 (Current law
states that common construction wage provisions do not apply to all projects costing less than
$150,000.)

Certain provisions of this bill reflect current practice in the construction industry and may not have a
significant potential impact. Others, such as the provision requiring the consideration of health care and
training costs, may alter the wage determination process and affect labor costs as aresult. The influence of
these changes is expected to vary from project to project, however, a number of studies suggest that wage
determination provisions generally increase the labor cost of public works projects from 5% to 16%. The
precise impact of the changes made by this bill cannot be determined.
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Some studies argue for prevailing wage-type systems on the grounds that they lead to greater efficiency,
quality, and safety by providing for astable, well trained labor force (benefitstypically associated with union
labor). If such benefits were realized, the state could realize savings in the long run. Unfortunately, data
limitations and questionabl e methodol ogy limit the conclusiveness of many studieson prevailing wagelaws.
Theinformation in thisfiscal note will be updated if a more precise estimate of the overall cost associated
with this bill becomes available.

Under thishill, the state Department of L abor would be required to adopt rulesfor theimplementation of the
common construction wage. Any expenses associated with this rule-making could be absorbed within the
Department’ s current budget.

Secondary impact: If, as studies have shown, common wage requirementsincrease the costs of labor to the
state, then higher wages may have the following effects:

. State income tax collections could increase (assuming no decrease in employment levels),
stimulating consumption and further increasing sales tax revenue;

. debt incurred to finance projects could increase due to higher project costs, requiring additional
bonding or property taxes; and

. funds may be used that otherwise would have been available for other public works projects.
Similarly, capital expenses could be greater, making lessfunding availablefor non-capital expenses
in project budgets.

I11. Financial Institutions Tax: The Department of Revenue will have some administrative expenses
associated with changing tax forms, instructions and computer programs to implement this change. These
expenses will be covered under their existing budget.

V. Insurance Premium Tax: The Department of Revenue and the Department of Insurancewill have some
administrative expenses associated with making changes to tax forms, instructions, and computer
programming.

V. Worker's Compensation: This bill makes several changes to worker’s compensation and occupational
disease law:

Permanent Partial Impairment: The bill increases the rates for calculating permanent partial impairment
compensation under worker’s compensation and occupational disease law. The rates traditionally vary
depending on the degree of impairment resulting from theinjury. A different set of rates each year for three
years would be established by this proposal (see Table A below). The rates would be effective for injuries
and disablement occurring after the date shown in each column.
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TABLE A: Permanent Partial Impairment Rate Additions
(for worker’'s compensation and occupational disease)

Permanent Partial Current Effective Effective Effective Effective
Impairment Degrees July 1, 1999 July 1, 2000 July 1, 2001 July 1, 2002
of Injury (in statute) (in statute) (Proposed) (Proposed) (Proposed)

1to0 10 $750 $900 $950 $1,000 $1,050

11to 35 $1,000 $1,100 $1,450 $1,850 $2,400

36 to 50 $1,400 $1,600 $2,000 $2,700 $3,500

51 to 100 $1,700 $2,000 $2,600 $3,400 $4,400

Average Weekly Wage: This bill also increases the average weekly wage, which is used in determining the
payment for permanent partial impai rment under worker’ scompensation and occupational diseaselaw. This
bill also increases the maximum average weekly wage used in the determination of compensation for
temporary total disability, temporary partial disability, and total permanent disability (see TableB). Medical
benefits are determined by the degree of impairment and are not based on the wage.

Maxi mum Compensation: Thebill alsoincreasesthe maximum compensation (exclusive of medical benefits)
that may be paid for an injury under worker’ s compensation and occupational disease law. New maximum
compensation limitsare added for injuriesoccurring after July 1, 2001 and July 1, 2002 (see Table B below).

Table B: Average Weekly Wage and Maximum Compensation Additions
(for worker’'s compensation and occupational disease)

Current Effective Effective Effective Effective
July 1, 1999 July 1, 2000 July 1, 2001 July 1, 2002
(in statute) (in statute) (in statute) (Proposed) (Proposed)
Average
Weekly Wages $702 $732 $762 $807 $840
Maximum
Compensation $234,000 $244,000 $254,000 $269,000 $280,000

It is difficult to determine the potential cost of these changes. SEA 12 (ss) in 1997 included similar
adjustmentsfor three years of permanent partial impairment rateincreases and four years of average weekly
wage increases. An actuarial anaysis of these changes was performed by the National Council on
Compensation Insurance (NCCI). The results predicted annual increases in premium rates of 5.6%, 0.4%,
2.6%, and 0.3% beginning 7/1/1997 (however, the 1997 bill included numerous other provisions not in this
proposal, and these other provisions could have contributed to cost increases).

Despite the NCCI'’ s projections, actual premium rates effective 1/1/1997 through 1/1/1999 have actually
declined by 1.4% (based on the advisory rate filed by the Indiana Compensation Rating Bureau).
Compensation paid to state employees has also not increased drastically. Indemnity payments totaled
approximately $2.9 M in FY 1996, $3.1 M in FY 1997, and $3.4 in FY 1998.
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The discrepancy between the NCCI’ s projections and the actual premium rate changes demonstrate the
difficulty in estimating the impact of this type of proposal. It is not known at this time how the provisions
of thishill will impact state compensation costs, although itislikely that therewill eventually beanincrease.
Itisalso possiblethat theimpact of thisbill will be smaller than that of 1997's SEA 12 (ss). Theinformation
in this fiscal note will be updated when areliable cost estimate becomes available.

Examinationrestriction: It providesthat arepresentative of the employer or insurance carrier may not attend
an examination or treatment of an injured employee without the written consent of the employee and the
treating medical personnel. This provision would not have afiscal impact.

Occupational Disease Second Injury Fund: The bill establishes the Occupational Disease Second Injury
Fund (effective January 1, 2001) for supplemental compensation to employees disabled from occupational
diseases whose benefits have otherwise been exhausted. This fund would be administered by the Worker’s
Compensation Board. The Board could incur additional administrative expenses associated with this
proposal, however, these expenses could be absorbed given the Board' s current budget and resources.

VI. Unemployment Compensation: Currently, the maximum wage credit is $5,600 per quarter and will
increaseto $5,800 on July 1, 1999. Thishill increasesthe maximum wage credit per quarter to $7,200 on July
1, 2000, $8,600 on July 1, 2001, and $10,000 on July 1, 2002. Wage credits are divided into two parts to
determine the maximum weekly benefit amount. A different percentage of each part is taken and added
together to equal the weekly maximum. For example, under current statute the maximum wage credit per
quarter is $5,600, $2,000 is multiplied by 5% and $3,600 is multiplied by 4% to determine the maximum
weekly benefit available per recipient. Based on this formula, the maximum weekly benefit equals $244
([$2,000 x 5%]+[$3,600 x 4%)]). In 1998, $262,897,270 in benefits was paid from the Unemployment
Insurance Benefit Fund. Asof December 7, 1998, the balance in the Unemployment I nsurance Benefit Fund
was $1.4 billion.

With assistance from the Department of Workforce Devel opment, the following table outlinesthe maximum
weekly benefit and thefiscal impact onthe Unemployment Insurance Benefit Fund when the maximum wage
credit isincreased:

FISCAL YEAR 1999 2000 2001 2002 2003
Maximum Wage $5,6000 $5,800 $7,200 $8,600 $10,000
Credit
Maximum Weekly $244 $252 $308 $364 $420
Benefit
Maximum Impact on ($5.5 M) ($32 M) ($22 M) ($15 M)
the Fund (Increase)

VII. Mutual Insurance Holding Companies. The Commissioner of Insurance may, at the expense of the
insurance company involved, hireaccountants, actuaries, attorneys, financial advisors, investment bankers,
and other expertsto assist the Department in fulfilling the requirements of thisbill. The Commissioner may
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require the responsible company to deposit funds with the Department in anticipation of these expenses.

Explanation of StateRevenues: (Revised) I1. Common Construction Wage: Increasesin wagelevelsmay
influence income tax and sales tax revenues (see above Explanation of State Expenditures).

I11. Financial I nstitutionsTax: Thisbill changestheway that Indianadomiciled companiesaretaxed under
the FIT to only include their apportioned income on earnings made in the state. This bill would make the
FIT apply to al financia institutions on the same base of Indianareceipts.

Under the current statute, there are two different formulas for calculating the FIT depending on where the
financia institution is domiciled. For Indiana domiciled financia institutions, their tax base is calcul ated
using their total income earned in and out of state. FIT allows a credit to be taken for taxes paid to other
states. Thiswas done to capture income earned in another state due to Indiana’ s application of “economic
nexus’ where another state would not tax that income because there was no “physical nexus.” This is
sometimes referred to as “no where income.”

Currently, out of state domiciled financia institutions report only their Indianaincome earned in the state
and use a one factor apportionment formula of receipts attributable to Indiana versus total receipts.

Prior to June 1, 1997, banks were required to establish a holding company that was incorporated and
domiciledin each statewherebusinesswasconduct. Thesecorporationsweredefined as” resident” taxpayers
under the FIT. The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 (Riegle-Neal)
authorized interstate mergers between banks beginning June 1, 1997 regardless of whether the transaction
would be prohibited by state law. The Riegle-Neal Act gave states the right to opt out of this arrangement
if they pass|egidlation prohibiting mergerswith out-of -state banks before June 1, 1997. Indianadid not pass
any legidation prohibiting mergers, therefore the Riegle-Neal Act now appliesto al financial institutions
operating in Indiana. With the advent of interstate banking, financial institutions who could not expand
acrossstatelinesmay now do so and some multi state holding companiesare combining their operationsinto
single state banks with multi-state branches.

In essence, the Riegle-Neal Act has given financial institutions an incentive to reorganize and change their
corporate structure to benefit from greater administrative efficiencies. However, many of the larger banks
have found that the rate of taxation for an Indianaresident taxpayer with all its consolidated subsidiariesis
greater than it was before when under the former organizational structure only itsIndiana holding company
was taxed as an Indiana resident. This has caused a number of institutions to change their commercial
domicile so that they are now taxed as a nonresident based only on their Indiana income.

An example of how the deregulation and reorganization of banks has affected their calculation of FIT
follows:

Prior to deregulation: An Indiana domiciled company with asubsidiary in Illinois(IL) and Kentucky (KY)
would calculate their adjusted gross income (AGI) and apportionment factor (factor) by in the following
manner:

factor = All itsIN parents receipts + Indianashare of itsIL subsidiary + Indianashare of its KY subsidiary
All itsIN parentsreceipts + al itsIL’ s subsidiary receipts + al its KY’ s subsidiary receipts

IN AGI x factor (< 100%) = Franchise Tax Income
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Franchise Tax Income x FIT tax (8.5%) - taxes paid to other states

Scenario 1. After deregulation: If an Indianadomiciled company mergeditsillinois(IL) and Kentucky (KY)
subsidiaries into divisions the following cal culations would be made:

factor = All itsIN parentsreceipts+all itsIL’sbranch receipts+ all itsKY ' sbranch receipts= 100%
All itsIN parentsreceipts + al itsIL’s branch receipts + al its KY’ s branch receipts

IN AGI x 100% factor = Franchise Tax Income

Franchise Tax Income x FIT tax (8.5%) - taxes paid to other states
Scenario 2. After deregulation: If an Indianadomiciled company changesitsstate of domicileto Illinois(IL)
and merged its Indiana and Kentucky (KY) subsidiaries into divisions the following cal culations would be

made:

factor = Indianabranch receiptsonly + itsIL’s parent IN receipts + Indianashare of its KY branch
All itsIN branch receipts + all itsIL’s parents receipts + all its KY’ s branch receipts

IN AGI x factor (< 100%) = Franchise Tax Income
Franchise Tax Income x FIT tax (8.5%) - taxes paid to other states

If afinancia institution reorganized and maintained Indiana as their state of domicile, their apportionment
factor would also increase and they would be subject to paying more FIT to Indiana. The credit paid to other
states has not been enough of afactor to negatetheincreasein FIT liability. (For examplethelllinoistax rate
is 7.3%; Kentucky’s tax rate is 1.1% of net capital; Wisconsin is at 7.9%.) This has caused a number of
financial institutionsto look into changing their state of domicilefor the parent company in order to reduce
their level of taxation.

According to the Department of Financial Institutions there were 155 state charter banks and savings and
loans as of January 14, 1999. Thirty three banks have dissolved their state charter in the last two years. With
651 FIT filersin FY 97, these state charter banks make up 24% of the number of financial institutionsin the
state. After review of the 1997 FIT returns, the DOR has determined that many of the large national banks
are dready apportioning their Indianaincome and reporting as nonresident banks. Thismay bereflectivein
the decrease in FIT revenue for FY 98 which was $95.6 M in FY 98 in comparison to $100.7 M in FY 97.

Thefiscal impact of changing the base of adjusted grossincome of financial institutionsto include only their
Indianareceiptswill affect FIT revenueintwoways. First, if oneassumesthat any institution which can now
changetheir state of domicileto reducetheir tax liability will do so absent thishill, then this change will not
affect that eventual revenueloss. Thestatewill only loserevenue from those Indianabanksthat haveincome
earningsin states where they do not have a physical presence and now under this bill they would only have
to report their Indiana receipts.

Secondly, this change will eliminate the state’s ability to use economic nexus to tax “no where income.”
However under deregulation it appearsthat Indiana has already lost its ability to use economic nexusto tax
“nowhereincome” from the majority of financial institutions operating in Indianaand only thoseremaining
state domicile banks are including this income in their base. This has created a disadvantage for Indiana
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domiciled banks.

Itisestimated that thischangewill result in anet revenueloss of lessthan $5 M annually in FIT collections.
Thisassumesthat FIT collectionswill continue to be affected by deregulation absent this bill and the only
additional loss of FIT would be from Indiana domicile banks who do not have enough of an incentive to
change their state of domicile. This change applies to tax years beginning January 1, 1999 and will affect
revenue collections beginning in FY 2000. FIT revenue is deposited in the General Fund.

V. Insurance Premium Tax: The Insurance Premium Tax is assessed on gross premiums received on
policies covering risksin the state of Indiana. The tax base is comprised of premiums written or renewed in
the past year minus deductions of reinsurance premiums, dividends paid to resident insureds, and premiums
returned. The tax rate is currently 2.0% of these net premiums. The tax is paid by al insurance companies
doing businessin Indiana, however, companies domiciled in Indiana may elect to pay the Corporate Gross
Income Tax in lieu of the Premium Tax (domestic firms also must pay the Supplemental Net Income Tax,
or SNIT). Revenue from the Premium Tax is deposited in the state General Fund.

Reducing the Premium Tax ratefrom 2.0%to 1.75% coul d affect revenuesfrom the Insurance Premium Tax,
the Gross Income Tax, and the SNIT as follows:

Insurance Premium Tax: A reduction in the Insurance Premium Tax rate may affect domestic insurance
companies differently than out-of-state entities:

(2) Effect on domestic companies: Decreasing the Insurance Premium Tax rate by 12.5% would not
simply reduce the amount of tax due on premiums written in Indiana by the same proportion. Thisis partly
because domestic companies may elect to pay the Gross Income Tax in lieu of the Premium Tax. In fact, of
the more than 130 insurance companies domiciled in Indiana, only 39 currently elect to pay the Insurance
Premium Tax. Only about $4,556,000in premium taxeswere paid by | ndianadomiciled insurance companies
in 1997. If the Premium Tax rate islowered, more companies may find it advantageousto pay the Premium
Tax, simultaneously reducing Gross Income Tax revenue.

(2) Effect on insurance companies not domiciled in Indiana: The impact on out-of-state insurance
companies varies with each state of domicile. This is due to Indiana's retaliatory tax provision, which
provides that premiums written in Indiana by a company not domiciled in Indiana are taxed at either
Indiana's rate or the rate in that company’s home state, whichever is higher. The varying effects of the
retaliatory provision are outlined in the following paragraphs:

(a) Rates of 2.0% and above: Premium Tax revenue collected from companies
domiciled in states with a rate of 2.0% or higher would not change, no matter how low
Indiana srate was set. Because of theretaliatory provision, Indianawould collect at the higher
of the two rates, which would still be at |east 2.0%.

(b) Rates between 2.0% and 1.75%: Under this bill, Indiana will lose some revenue
from companiesin states where the Premium Tax rateis below 2.0% but above 1.75%. North
Caroling, for example, has arate of 1.9%. Under current law, the tax on premiums written by
North Carolina companiesin Indianawould be assessed at 2.0%. After achangein Indiana' s
rateto 1.75%, taxes on North Carolina premiumswould be collected at 1.9%, the higher of the
tworates. Theretaliatory provision mitigatesthe potential |osswith companiesfrom stateswith
premium tax rates between 2.0% and 1.75%.
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(c) Ratesbelow 1.75%: For companiesdomiciled in stateswith ratesbelow 1.75%, the
effect would be to reduce taxes paid in Indiana by 12.5%. The highest rate that would be
applied would now be 1.75%, not 2.0%.

Although the retaliatory provision mitigates the potential loss, Premium Tax revenue from out-of-state
companies would likely decrease whenever the rate is lowered. The net effect depends greatly on the
number of domestic companies that switch to pay the Premium Tax rather than the Gross Income Tax.
The impact of the proposed rate change on Insurance Premium Tax revenue was estimated using a model
that included retaliatory tax effects. Several important assumptions were made:

. Although this bill proposes afive year phase-in by reducing the rate by 0.05% each year until
2004, no growth rate was used in projected the annual impact. Impacts for each year were
calculated using premiums written in 1997.

. Based on recently proposed or enacted legislation, changes in premium tax rates in neighboring
states were incorporated in the model. The new rates that were applied were: 1.4% in Ohio; 1.5%
in Kentucky; 1.5% in lllinais; other various reductions in Alabama, Colorado, Tennessee, and
Washington DC. All other states were assumed to maintain the same rates imposed in 1997.

. The majority of Indiana domestic insurance companies do not pay the insurance Premium Tax. If
the rate was |lowered, some companies may elect to pay the Premium Tax. However, it was
estimated that a 1.75% rate may not be sufficient for most companies to make this transition. For
the estimates presented here, it was assumed that no additional companies would pay the
Premium Tax.

Insurance Premium Tax: Following the above assumptions, the lowered Insurance Premium Tax rate
(1.75% from 2.0%) resultsin an additional lossin Premium Tax revenue of about $2 M each year (see
table below):

TAX SAVINGS FOR
FY NEW RATE TOTAL REDUCTION INDIANA FIRMS
2000 1.95 % ($1,970,000) $114,000
2001 1.90 % ($3,950,000) $228,000
2002 1.85 % ($5,920,000) $342,000
2003 1.80 % ($7,880,000) $456,000
2004 1.75 % ($9,840,000) $570,000

For domestic firms, only companies currently paying the Premium Tax would be affected, and these
firms would only see aminimal reduction in their Indiana Premium Tax liability. The remaining
reduction in collections represents tax savings for out-of-state insurance companies (also aloss of
retaliatory tax revenue for Indiana).

As stated above, this model includes proposed or enacted changes in other states. Because some states

that previously had premium tax rates (or effective premium tax rates) above 2.0% and are instituting
reductions, Indianawill lose some revenue unless the existing premium tax rate was increased. If
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Indiana srate remains at 2.0%, the already proposed or enacted reductions in Alabama, Colorado,
Louisiana, Ohio, and Washington DC will generate aloss of $2,900,000 in retaliatory tax revenuesto
Indiana. To account for this effect, this base amount was subtracted from the impacts shown in the table
above.

Gross Income Tax: The Gross Income Tax is normally assessed on the total gross receipts of a
corporation’ s transactions in Indiana. However, not all of the gross receipts of an insurance company are
taxed under the Gross Income Tax. The tax rate is 1.2%, and revenue from this tax is deposited into the
state General Fund.

Only 39 of the insurance companies domiciled in Indiana currently elect to pay the insurance Premium
Tax. The remaining companies pay atotal of approximately $30 M in gross income taxes. If the Premium
Tax is reduced, more companies will find it advantageous to pay the Premium Tax, reducing gross
income tax revenue. In the model used for this analysis, however, no companies were projected to switch
to the premiums tax.

Supplemental Net Income Tax: Supplemental Net Income Tax liability is specially calculated for
domestic insurance companies. The tax baseis the federal taxable income of the company adjusted by:

. (Step 1) Multiplying the federal taxable income by the ratio of premiums tax
receipts from policiesinsuring persons or property in Indianato total premiums
receipts; and

. (Step 2) subtracting the company’s Gross Income Tax liability or the gross

premiumstax liability, depending on which one the company has elected to pay.

The adjusted tax base as calculated above would then be multiplied by the SNIT rate of 4.5% to
determine tax liability. SNIT revenue is deposited in the state General Fund.

If an insurance company switched from paying the Premium Tax or Gross Income Tax to the other
because the taxes due would be | ess, the amount that would be subtracted in Step 2 would be smaller,
resulting in greater SNIT liability. The DOR estimates that in FY 1997, $18.4 M in SNIT was paid by
domestic life and property and casualty insurance companies.

If Indiana domiciled insurance companies continue to pay the same tax (either the Gross Income Tax or
the Insurance Premium Tax) as they elected to pay in 1997, areduction in the Premium Tax rate to 1.75%
would generate SNIT savings for the premium tax payers only. Companies would not be able to deduct
this net gain from their adjusted tax base (see Step 2 above), resulting in an annual increases of SNIT
revenue equal to premium tax savings multiplied by 4.5% (see table below):
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FY NEW RATE PREMIUM TAX SAVINGS SNIT TAX REDUCTION
2000 1.95% $114,000 $5,130
2001 1.90 % $228,000 $10,260
2002 1.85% $342,000 $15,390
2003 1.80 % $456,000 $20,520
2004 1.75% $570,000 $25,650

Net impact: The table below summarizes the net annual impact based on 1997 datafor life, property, and

casualty insurance premiums upon full implementation of the Insurance Premium Tax rate reduction

from 2.0% to 1.75%:
FY NEW RATE PREMIUM TAX IMPACT | SNIT TAX IMPACT TAX IMPACT
2000 1.95 % ($1,970,000) $5,130 ($1,964,870)
2001 1.90 % ($3,950,000) $10,260 ($3,939,740)
2002 1.85 % ($5,920,000) $15,390 ($5,904,610)
2003 1.80 % ($7,880,000) $20,520 ($7,859,480)
2004 1.75 % ($9,840,000) $256,500 ($9,583,500)

While out-of state firms may seem to benefit most from this proposal, it must be noted that reducing the

Insurance Premium Tax will reduce the cost of doing businessin other states for Indiana’ s domestic
insurance companies. The total benefit to domestic companies as aresult of alower tax rateis not
currently known, but it is expected to exceed the reductionsin state General Fund revenue projected

above.

Retaliatory Tax SNIT credit: Thisbill also provides acredit against SNIT liability for Indiana companies

equal to a certain percentage of the retaliatory taxes paid to other states. As stated above, domestic life
and property and casualty insurance companies paid $18.4 M in SNIT in FY 1997. Based on arecent

Purdue University study, insurance companies currently paid approximately $38 M in retaliatory taxesin

FY 97. Assuming constant levels of these taxes paid, the impact of the credit is as follows (see table

below):

HB 1899+

Percent of Retaliatory
FY Taxes Allowed Credit as Calculated Credit with Cap
2000 20% $7,600,000 $7,600,000
2001 40% $15,200,000 $15,200,000
2002 60% $22,800,000 $18,400,000
2003 80% $30,400,000 $18,400,000
2004 100% $38,000,000 $18,400,000
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It must also be noted that as Indiana's premium tax decreases from 2.0% to 1.75%, the amount of
retaliatory taxes paid may fall (assuming domestic companies would continue to write premiums at
current levels). Or, as the cost of writing premiums outside of Indiana decreases, companies may do more
businessin other states, increasing the amount of retaliatory taxes paid. Because of the difficulty in
estimating this effect, the current level was used for this analysis. This fiscal note will be updated as
additional information and more precise estimates become available.

NET IMPACT: The net impact of the insurance premium tax provisions, the Insurance Premium Tax
reduction and the Retaliatory Tax SNIT credit, on the state General Fund is as follows (see table below):

Net General Fund

FY Premium Tax Impact SNIT Credit Impact Impact
2000 ($1,965,000) ($7,600,000) ($9,565,000)
2001 ($3,940,000) ($15,200,000) ($19,140,000)
2002 ($5,905,000) ($18,400,000) ($24,305,000)
2003 ($7,859,000) ($18,400,000) ($26,259,000)
2004 ($9,584,000) ($18,400,000) ($27,984,000)

Secondary impact: If insurance companies remain and prosper in Indianaor if new businessis attracted
to the state, corporate and personal income tax revenues could increase.

V. Worker's Compensation: Worker's Compensation Second Injury Fund: This bill gives the Worker's
Compensation Board the authority to order an assessment of insurance carriers of up to 3% of their total
annual payout of compensation (excluding medical benefits). This money would then be deposited in the
Worker's Compensation Second Injury Fund. Current law provides for an annual assessment at 1% and if
the fund's balance exceeds $500,000 on April 1 of any year, the assessment is suspended for the
following year or until the balance falls below $500,000. In FY 1998, the total assessment was
$1,353,732 and the amount of compensation paid out was $1,719,652. The fund's balance as of June 30,
1998 was $661,532.

The bill would also extend the benefits available from the Worker's Compensation Second Injury Fund to
156 weeks (as opposed to 150 weeks under current law).

Occupational Disease Second Injury Fund: This bill establishes the Occupational Disease Second Injury
Fund. Under this proposal, insurance carriers would pay 1% of their total annual payout of compensation
for disablement or death from occupational diseases into the Occupational Disease Second Injury Fund.
If the balance of the fund exceeds $500,000 on April 1 of any year, the 1% assessment will be suspended
for the following year (or until the balance falls below $500,000).

An employee may apply to the Worker’s Compensation Board for continuation of coverage by drawing
on the Occupational Disease Second Injury Fund. An employee may receive up to 66 2/3% of the average
weekly wage at the time of disablement, which would be $732 after the effective date of thisbill (until
July 1, 2000). However, the employee would be limited to the maximum compensation ($244,000 after
the effective date of this hill).
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Explanation of L ocal Expenditures: (Revised) I1. Common Construction Wage: Local units and
school corporations could be affected by any changes in the common construction wage determination
process (see above Explanation of State Expenditures).

Explanation of L ocal Revenues: (Revised) I1. Common Construction Wage: Counties with local
option income taxes may also experience some additional revenue if higher wages occur. (see above
Explanation of State Expenditures).

I11. Financial Institutions Tax: Local units of government receive a guarantee distribution of FIT
revenue so there will not be any changesin local revenues.

IV. Insurance Premium Tax: If alower Premium Tax rate helps Indiana’ s domestic insurance
companies expand, corporate and personal income tax collections could be increased, benefitting
counties with local option income taxes. In addition, if an insurance company relocated outside the state
because of lower Premium Tax rates in other states relative to Indiana' s 2.0% rate, local property tax
burdens could be shifted to other taxpayers.

State Agencies Affected: Department of Revenue, Department of Insurance, Department of Personnel,
State Police Department, Department of Labor; all.

L ocal Agencies Affected: Local units and school corporations.

Information Sour ces: Department of Revenue; Department of Insurance; Pete Rimsans, Director of
Policy, Planning, and Performance, Wage and Hour Division, Department of Labor, (317) 233-9351,
Charles Mazza, Department of Workforce Development, (317) 232-7460.

HB 1899+ 14



